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PAKISTAN: KEY ECONOMIC INDICATORS 
(All years are Pakistan Fiscal Years,(PFY), July 1 through June 30) 


% Change 
PFY PFY PFY Over PFY 
1979-80 1980-81 1981-82 1980-81 


Gross National Product 254,793 302,388 349 ,699 
(GNP) (million rupees) 

Population (millions) 80.2 82.6 85.0 

GNP Per Capita (rupees) 3,177 3,661 4114 

Exchange Rate (U.S. $1=) (rupees) 9.90 9.90 12.20 


Annual Real Growth Rates (percent) 
PFY 1959-60 factor cost) 

-—-Gross National Product 

--Gross Domestic Product 

—-Agriculture 

--Manufacturing 

--Services 


Sectoral Share in GDP (percent) 
—-Agriculture 

--Manufacturing 

--Services 


Expenditure and Savings Ratios 
Consumption/GNP 


Gross Domestic Investment /GNP 

Gross Domestic Savings/GDP 

Gross Domestic Savings/Gross Domestic 
Investment 


Government Finances (million rupees) 

--Current Revenue 38,502 47,002 
--Surplus of Autonomous Bodies 1,464 2,019 
--Current Expenditure 32,824 37 ,839 
--Development Expenditure 21,805 25,800 
—-Overall Deficit -14 ,663 -14 ,618 
--(External Financing) (6,951) (7,741) 
--(Domestic Nonbank) (1,407) (4,522) 
--(Banking System) (6,305) (2,355) 


Money Su (million rupees) 90,688 
--(As % of GDP) (38.3) 


Price Indices (PFY 1969-70=100) 
=-Consumer (year-end) 311.8 
--Wholesale (year-end) 316.7 


Balance of Payments (million dollars) 
Trade Balance -2,516 


Exports, f.0.b. 2,341 2,798 
(to United States) (123) (162) 
Imports, f.o.b. -4 857 -5 563 
(from United States) (527) (591) 
Services (net) -52h -459 


Private Transfers (net) 1,895 2,233 

of which: remittances (1,743) (2,097) 
Current Account Balance 1,145 -991 
Gross Aid Disbursements 1,054 956 
Overall Balance 238 12h 
Change in Reserves 159 291 
Total Reserves (year-end) 948 1,239 

(in weeks of imports) 8.2 10.3 
Debt Service Ratio * 16.1 13.8 
(* as percentage of all current account receipts) 


Source: State Bank Annual Report, 1981-82 and Embassy Estimates. 





SUMMARY 


Pakistan's economy recorded its fifth successive year of rapid growth during 
Pakistan Fiscal Year 1981-82 (July 1-June 30). Real GDP increased by 6.3 
percent, with the agricultural sector growing by 3.0 percent and industrial 
output by 12.1 percent. An increase in population of three percent, however, 
materially reduced the net economic gain. Gross domestic investment increased 
17.5 percent, but represents only about 15 percent of GNP. Maintenance of 

6 percent annual rates of growth will require an improvement in this ratio, 

and in the portion of investment financed by domestic savings. In agriculture, 
the 3.0 percent growth rate was less than projected due to a shortfall in 

wheat production. Although Pakistan remains one of Asia's few net food exporters, 
improvements in currently low yields per acre for most crops will be necessary 

if Pakistan is to sustain continued growth in agriculture. In industry, major 
increases in production of fertilizer and refined sugar led the sector's buoyant 
performance, but prospects for the future are clouded by the private sector's 
cautious attitude toward new large-scale investment. The financial difficulties 
of the important public manufacturing sector further clouds the outlook for 
industry, not only because the public units are performing below potential, but 
because their heavy financing requirements divert credit from the private 

sector. In the energy sector, the Government took steps in PFY 1981-82 to 
improve incentives for production of, and investment in, petroleum and natural 
gas. Pakistan nevertheless continues to import ninety percent of its crude oil 
requirements and to experience growing shortfalls in natural gas supplies. The 
government continued its cautious monetary and fiscal policies in PFY 1981-82; 
monetary growth was held to 10.5 percent, the official inflation rate was re- 
duced to 11.5 percent, and, despite a shortfall in revenues, the budget deficit 
was financed without recourse to excessive levels of domestic bank borrowing 
which would have threatened adherence to IMF ceilings. The revenue shortfall 

in PFY 1981-82 pointed out the urgent need for tax reform to correct an over- 
reliance on customs duties, but the PFY 1982-83 budget offered only an additional 
5 percent surcharge on imports as a revenue-increasing measure. The Government's 
development program for PFY 1981-82, and its annual plan for PFY 1982-83, 
reflected the shift in public sector priorities from industrial projects and 
subsidies to infrastructure investments in agriculture and energy. The balance 
of payments deteriorated in the wake of world recession, low commodity prices, 

a shortfall in workers' remittances and the effects of an overvalued rupee, 

but the projections for PFY 1982-83 envisage a significant improvement. 
Highlights of Pakistan's current economic relations with the United States 
include a resumption of American aid (PFY 1981-82 was the first year of a projected 
six-year, $3.2 billion package of economic and military assistance), opportunities 
for an expanded U.S. role in supplying imports, and strong interest on the 

part of the Government of Pakistan in attracting American investment. 


PART ONE: CURRENT ECONOMIC TRENDS AND OUTLOOK 


Since coming to power in July, 1977, the Martial Law Administration of General 

Zia ul-Haq has presided over five consecutive years of rapid growth. Gross 
domestic product (GDP) has increased by over 6 percent per year, agricultural 
production has improved to the point where Pakistan is now a net food exporter, 
industrial growth has averaged over 9 percent per year, and the balance of payments 
situation has become substantially more manageable. In part this economic 
turnaround has been due to government policy--notably rationalization of 
agricultural input and output prices; reorientation of development priorities 
toward the agricultural, energy and social sectors and away from public industry 
and subsidies; conservative fiscal management and tight control of the 





money supply--but it has also resulted from generally favorable weather, 
high commodity prices and a boom in workers' remittances which has helped to 
offset the shock of higher oil prices. Moreover, much of the value added 

to date in agriculture can be traced to expanded acreage rather than im- 
provements in efficiency; similarly, industrial growth has been largely 
propelled by output from recently completed, large public sector industrial 
projects conceived under the previous regime. With scope for further 
acreage expansion narrowing and with government no longer investing public 
resources in industry, future growth in these sectors will depend upon 
increases in agricultural yields and a strong upsurge in private industrial 
investment. Absent such developments, Pakistan's economic outlook in the 
medium term is problematical, particularly as population increases of about 
three percent a year substantially affect economic growth. However, the 
Government is aware of these structural problems and, with the help of the 
IMF, World Bank, Asian Development Bank and leading bilateral aid donors, 

is seeking, albeit cautiously, to create an environment conducive to sustained 
growth and development. 


AGRICULTURE 


The agricultural sector contributes about 30 percent of GDP, employs over 
half of the work force and provides, directly or indirectly, over half of 
export receipts. During PFY 1981-82, output increased by 3.0 percent, 

short of the 5.1 percent target and down from the previous year's 4.0 percent. 
Although most major crops reached record levels of production, the sector as 
a whole suffered slower growth due to the effect of adverse weather con- 
ditions on the wheat crop. Late rains and shortages of irrigation water at 
sowing time, coupled with excessive rains and hail storms during the harvest, 
reduced wheat output to 11.2 million tons, down from the previous year's 

11.5 million tons and well short of the projected 12.2 million tons. 


Cotton output increased 5.0 percent to a recorded high of 4.4 million bales 
(750,000 tons). Although favorable weather, timely provision of inputs and 
increases in support prices were helpful, most of this improvement resulted 
from increased acreage planted, yields remaining disappointingly low by 
international standards. Rice output increased 9.9 percent to a new record 
of 3.43 million tons. Yields in this case rose by 7.7 percent, making rice 
the only major crep to record such an improvement. Production of sugarcane, 
Pakistan's fourth major crop, also reached a new output level, 34.56 million 
tons, but per acre yields declined. Although sugarcane procurement prices 
remained at previous years' levels, production benefitted from the enhanced 
flexibility allowed growers and mill owners to adjust prices and sell a 
portion of their output on the free market. Fruit and vegetable production 
continued to increase at favorable rates, and the government is looking to 
these commodities as potential export items in the coming years. 


The Government continued its policy of linking improved agricultural output 
prices with gradual increases in input prices. Fertilizer prices were in- 
creased in March, 1982, by 5 to 12 percent and are expected to rise again in 
early 1983. While offtake remained at the previous year level (1.1 million 
nutrient tons), average application per cropped hectare declined from 55 
kilos to 53.2 kilos. 





The Annual Plan for PFY 1982-83 projects 4.0 percent growth in agriculture, 
based on targetted output of 12.2 million tons of wheat, 4.8 million ‘bales 
(818 million tons) of cotton, 3.5 million tons of rice, and 35 million tons 
sugarcane. For wheat production to reach its target will require favorable 
weather conditions, and, so far, indications are that rains have been well- 
timed. Rice and cotton are currently expected to fall 10 percent and 4 
percent short of targets, and it is too early to make a prediction on 
sugarcane. Overall, indications are that agricultural growth next year may 
again be close to 3.0 percent. 


Despite positive developments in agricultural output in recent years, 
Pakistan's average agricultural yields remain low by world standards and 

by standards set on Pakistani demonstration farms. Government policies 

and programs are moving to address this problem through reorientation in 
public expenditures (towards new, much-needed programs in education, research, 
extension, water management, seed improvement and agricultural credit) and 
rationalization of input-output prices. With Pakistan's farm gate prices now 
approaching or exceeding international prices, however, this latter tactic 
will no longer be available where Pakistan hopes to remain competitive in 
world markets. 


INDUSTRY AND ENERGY 


The manufacturing sector, which accounts for about 17 percent of GDP, recorded 
strong growth of 12.1 percent during PFY 1981-82. Value edded in large-scale 
industry increased by 14 percent while growth in small-scale industry was 
placed at 7.3 percent; however, these figures may give a misleading impression 
of the dynamism of Pakistan's small-scale industry. The widespread impression 
here is that a good deal of unrecorded activity takes place at this level, 
where business is relatively unhindered by government regulation. Meanwhile, 
much of the increase in large-scale output resulted from new capacity installed 
in public sector plants; the private sector remains leery of larger projects 
for reasons described elsewhere. 


Cotton textile manufacturing remains Pakistan's largest industry, but in recent 
years the organized mill sector has been plagued with falling productivity, 
poor labor relations, outmoded equipment, lack of credit and increasing 
protectionism by the developed countries. During PFY 1981-82, production of 
cotton yarn rose by 7.9 percent while production of cotton cloth rose by only 
1.4 percent, yet exports of yarn declined by 7.0 percent and exports of cloth 
increased by 15.8 percent. This apparent disparity is explained by the rapid 
growth in recent years of cottage industry textile manufacture. Of 130,000 
looms currently being operated in Pakistan, only 12,000 reportedly remain in 
the organized mills. Cottage weaving industries, less hampered than larger mills 
by government regulations and unfavorable labor laws, account for much of the 
increased domestic demand for yarn from the organized sector. The resulting 
fabric, unrecorded in domestic production statistics, then accounts for much 

of the increase in cloth exports. In December, 1981, Pakistan and the United 
States concluded a new Bilateral Textile Agreement which increases access of 
Pakistan's textile products to the United States. New, higher ceilings for 
cotton garments will result in increased Pakistani garment exports to the 
United States in the near future. 





As with the increase in sugarcane production, growth in the output of 
refined sugar (51.9 percent) reflected incentives in the form of tax con- 
cessions, higher ex-mill prices and permission to sell sugar produced in 
excess of specified targets in the open market. With refined sugar pro- 
duction reaching a record level of 1.3 million tons and with domestic con- 
sumption currently requiring 880,000 tons, Pakistan is faced with something 
of a sugar glut. Although the GOP has a trade agreement with Iran which 
includes the export of 50,000 tons per year of sugar, Pakistani refined sugar 
is considered by some to be below international standards and difficult to 
sell abroad. 


Output of fertilizer rose by 14.4 percent during PFY 1981-82, largely due to 
the start-up of two new public sector plants (Pak-Saudi and Hazara) and one 
semi-public factory (Fauji). There is currently an oversupply of urea 
fertilizer on the market as offtake has slowed up in the wake of recent price 
increases. Production of mild steel products increased by 6.4 percent due 

to better supply of iron scrap to the re-rolling mills from the ship-breaking 
industry. Vegetable ghee (hydrogenated edible oil) production rose by 11.7 
percent in response to greater availability of imported vegetable oil. Imports 
in PFY 1981-82 reached $334 million, an increase of 26 percent over the 
previous year. Output of cement increased by 3.4 percent due mainly to the 
commissioning of the state-owned Mustekham Cement (Expanison) project in 

June, 1981. Although a number of private sector cement projects have received 
sanctions, most are experiencing difficulties securing finance. Even if 
financing problems were resolved, GOP projections still show a production 
shortfall over the next several years, necessitating continued imports of 
cement. 


During PFY 1981-82, the public sector Pakistan Automobile Corporation and Suzuki 
Corporation finalized a $50 million automobile assembly project. Initial 
production capacity is to be 25,000 units (cars, vans, pickups and jeeps), to 
rise to 55,000 units over ten years. Under the arrangement, by which the 
Japanese are to provide technical assistance, 81 percent of components are 

to be manufactured locally within six years. 


The first blast furnace of the Karachi Steel Mill was fired in August, 1981. 
The project, total cost of which is now estimated at $2.7 billion, has two 
phases. The first phase, to be completed in 1983, includes the first blast 
furnace, a coke oven battery, a steel making plant and a billet mill. The 
second phase will involve the completion of the second coke oven battery, the 
second blast furnace, the hot strip mill and the cold rolling mill. The full 
cycle of product mix will be achieved by June 1984. Full capacity output will 
be 1.1 million tons of steel per year. Required annual import requirements are 
projected at 1.4 million tons of coking coal, 1.9 million tons of iron ore and 
50,000 tons of manganese ore. Some six percent of the coal requirements 

would be met from domestic coal deposits in Baluchistan. Other locally pro- 
cured inputs include 430,000 tons of limestone, 242,000 tons of dolomite, 
44,000 tons of fire clay and 4,000 tons of fluorite per annum. 


The GOP hopes to stimulate numerous downstream engineering activities from the 
steel mill complex. Joint venture proposals are also being sought for the 
commercial exploitation of surplus output from the tonnage oxygen plant, a 
chemical recovery unit for utilization of by-products from the coal 





carbonization plant, manufacturing of products from blast furnace slag, 
exploitation of dolomite and limestone quarries, and the use of a construction 
base and repair shop complex. 


During PFY 1981-82, the Government continued its policy of curtailing public 
investment in industry while improving incentives to the private sector. 

With the PFY 1982-83 budget, the GOP has effectively curtailed all new 

spending on industry, with the exception of the Karachi Steel Mill. The 
existing public manufacturing units, of which there are about sixty, grouped 

in eight corporations under the Ministry of Production, account for about 

a third of fixed assets in medium and large scale industry. These companies 
improved their overall production index by 13 percent during PFY 1981-82, but 
this was attributable mostly to new units coming on stream. Efficiency of 

the public units remains generally poor, a fact which the GOP recognizes and 

is trying to address with the help of the World Bank. The possibility of 

any large-scale denationalization appears to be remote; in most cases where the 
Government has discussed denationalization with former owners, it has proven 
impossible to reach mutually acceptable terms concerning debt assumption, 

labor policy and pricing. This being the case, the Government is striving to 
improve the efficiency and productivity of its manufacturing entities by allow- 
ing greater autonomy to individual managers and by enforcing greater accounta- 
bility. 


For PFY 1982-83, industrial output is targetted to grow-by 9 percent, based on 
the assumption of a modest recovery in the textile sector, improved capacity 
utilization, and new capacity in fertilizer, cement, steel, sheet glass and 
glass products and polyester fiber. 


In the energy sector, the recent trend has been one of increasing imports of 
petroleum and growing shortages of domestic natural gas supplies. During 

PFY 1981-82, the government began to take steps to reverse this development. 
The pricing and production agreement with the major oil producer, Pakistan 
Oilfields Limited (POL), was revised so that the price of oil produced from 
new wells at the existing field at Meyal will be substantially increased 

(from Rs. 44 per barrel to 30 percent of import parity price). This new 
arrangement, the Government hopes, will provide adequate incentive to expand 
production and investment over the next few years. As for other fields, 
several international oil companies (among them Occidental, Union Texas, BP, 
Burmah Shell and Caltex) hold exploration concessions under which the price 
for any "new oil" would be linked to international prices. In addition, the 
state-owned Oil and Gas Development Corporation (OGDC) has recently invited 
private sector participation in exploring a number of promising structures 
held by OGDC but as yet unexplored due to financial and technical constraints. 
With all of.the above measures, the GOP hopes to expand domestic oil production 
beyond the disappointingly low level of 10,850 barrels per day in PFY 1981-82 
to 15,700 barrels per day in PFY 1982-83. Imports of petroleum, which rose 
10 percent in PFY 1981-82 to $1.7 billion, or 30.6 percent of total imports, 
would then remain flat. 


For natural gas, a recent study indicated that without substantial investment 
in increasing gas production, a supply gap of up to 40 percent of total demand 
could open up by the mid-1980s. Despite the fact that substantial amounts of 
economically recoverable gas reserves exist in Pakistan, investment has been 





hindered by extremely low producer gas prices. At the end of 1981, the 
well-head gas price from the principal field at Sui'was only Rs. 0.74 per 
thousand cubic feet (mcf) and gas from the Mari field was Rs. 1.10 per mcf. 
These prices represented only about 3 percent of the replacement cost of fuel 
oil, which was being substituted for gas during periods of peak demand. In 
February, 1982, the GOP adjusted these prices so as to allow adequate return 
on any new investment and thus ensure that current levels of production are 
at least maintained. A further gas price increase is anticipated in early 
1983. With respect to "new gas", a formula to allow a rate of return of 
twelve percent discounted cash flow on any investment in new gas production 
was announced in November 1982. Meanwhile, natural gas production rose 8.1 
percent in PFY 1981-82 over the previous year, to 9.3 billion cubic meters. 


INVESTMENT AND SAVINGS 


While Pakistan's recent record of growth has been laudable, it remains to be 
seen whether continued annual growth rates of 6 percent can be sustained 
unless the ratio of gross domestic investment to GNP, currently only 15 
percent, can be increased. For this to occur, a significant domestic savings 
mobilization effort which will be required. In PFY 1981-82, gross domestic 
savings financed only 43.2 percent of investment. 


Gross domestic investment in PFY 1981-82 increased 17.5 percent, with public 
investment rising sharply by 20.2 percent and private investment increasing 
by 12.6 percent. Within the private sector, officially-recorded investment 
in manufacturing was up only 5 percent, a significant retrenching from 
increases of 25 percent, 38 percent and 19 percent in the three previous 


years. The share of private investment in gross domestic fixed capital 
formation thus declined from 34.6 percent to 33.6 percent. Most of the increase 
in public investment reflected the recent shift in the GOP's development 
priorities and came in the agricultural, energy and social sectors. The 
government has adopted a strategy of curtailing all further investment in industry 
and gradually eliminating agricultural input subsidies (mainly for fertilizer) 
so as to free up public resources for investment in these priority areas. 

Future investment in industry is to be reserved for the private sector. Public 
sector industries are to obtain funding through self-financing and commercial 
borrowing rather than from budgetary allocations. Actual expenditures in 

PFY 1981-82 and allocations projected under the PFY 1982-83 budget reflect this 
shift, with expenditures for agriculture, energy and social services rising from 
52.8 percent to 56.5 percent of total, and spending for industry (primarily 

the Karachi Steel Mill) and fertilizer subsidies declining from 17 percent to 
14.7 percent. 


In line with the government's stated desire to improve the climate for private 
industrial investment, much of the emphasis in public spending is being 

shifted to removal of infrastructure bottlenecks, particularly in energy, but 
also in transport and communications. Moves in this direction have been welcomed 
by the private sector, but there is a consensus that much remains to be done. 
Public investment still represents close to 70 percent of total fixed capital 
formation. Clearly, the legacy of the wholesale nationalizations of the 

previous regime continues to affect private sector confidence and, while there 

is little sign that the government will divest any of the major nationalized 
industries in the near term, there are numerous other areas in 





which imaginative government actions might inspire a revival of private invest- 
ment. The continuing problems, according to private sector critics, are: 

(a) cumbersome and time-consuming government regulations; (b) bias toward 
import substitution in the present system of industrial incentives; (c) pricing 
distortions which discourage efficiency and restrict the allocative function 
of the market mechanism; (d) scarce and inefficiently distributed credit, 

both foreign exchange and local currency; (e) lack of infrastructure; and (f) 
labor laws and practices which reduce labor productivity by affording ex- 
cessive job protection to workers. 


MONETARY AND FISCAL POLICY 


The GOP continued to follow a stringent program of demand management in 

PFY 1981-82, successfully restraining monetary expansion while exercising 
considerable fiscal discipline. Money supply increased by 10.5 percent, 
considerably below the 15.6 percent increase in nominal GNP and well under 
growth rates of over 20 percent per annum which had prevailed in recent years. 
The decline in the rate of liquidity growth was due almost entirely to a steep 
fall in net foreign assets of the banking system. Domestic credit expansion 

of 15.5 percent was only slightly below the 16 percent recorded in the pre- 

vious year. As measured by the government's consumer price index, inflation 

was held to 11.5 percent, although this measure is based on a market basket 
skewed toward goods and services purchased by lower income groups. Private 
sector businessmen continue to complain about tight credit, a situation 
explained partly by the Government's firm commitment to restrain domestic 
liquidity expansion but also by (a) the complicated official credit allocation 
system, which can result in available credit going unused, and (b) the increasing 
credit demands of the public sector enterprises, now supposedly cut off from 
government budgetary support. For PFY 1982-83, the GOP is projecting an increase 
in monetary assets in line with the projected 14.7 percent increase in 

nominal GNP. 


Despite a substantial revenue shortfall, Pakistan's overall budgetary situation 
remained stable in PFY 1981-82. The major factor causing revenue problems 

was a sharp decline in customs duty receipts due to a slowdown in import growth. 
As a result, revenue collections were Rs. 3 billion short of target. 


Added to this was a decline in contributions from public manufacturing units, 
ostensibly due to increased cost of fuel following the revision of gas power 
tariffs, but perhaps more intrinsically linked to the structure and management 
of the public corporations. Although total GOP development expenditures of 
Rs. 27 billion were less than their budgeted levels, the overall deficit 
increased by 25.6 percent over the previous year, to Rs. 18.4 billion, 
representing 5.6 percent of GDP. Despite a shortfall in actual foreign aid 
disbursements (Rs. 12.5 billion) from their budget targets (Rs. 14.6 billion), 
the government was able to finance this without exceeding IMF ceilings on 
borrowing from the domestic banking system thanks to the extraordinary growth 
in domestic nonbank resources, which rose by 45 percent over the previous 
year's record level. This increase appears to reflect the public's enthusi- 
astic response to the government'senhancement of yields on various prize 
ponds and small savings instruments and demonstrated the potential for 
increasing private savings and investment. 





‘The budget for pry 1982-83 is a cautious reiteration of the Government's 
policy of redirecting public resources within a context of strict financial 
discipline. The only departure from the norm was the introduction of Ushr, 
an Islamic tax on agricultural production which is to be assessed for the 
first time on the harvest from this year's rabii (winter) crop, i.e., 
in the spring of 1983. Proceeds from Ushr collections will not be included 
in government revenues, as they are to be administered by religious 
organizations and distributed as charity for the poor. As for the budget 
itself, the major new measure to address last year's revenue shortfall was a 
further 5 percent surcharge on imports. Import duty collections are projected 
to pick up and continue to provide the single largest source of revenue. 
"Self-financing" by public corporations is expected to improve by 43 percent 
over last year's unimpressive performance. Gross disbursements of foreign 
aid are to rise 26 percent to Rs. 15.7 billion. Development expenditures are 
to rise 20.7 percent from the level attained in PFY 1981-82 with greater 
emphasis on rural areas and the "neglected sectors" of primary education, 
primary health care, and rural water supply, electrification and roads. 
Meanwhile, the government remains committed not to exceed its IMF-approved 
ceiling on deficit financing of Rs. 5.7 billion. 


Notwithstanding the Covernment's performance in sustaining financial stability 
in recent years, the longer-term structure of Pakistan's public finances 
remains precarious. On the revenue side, a major weakness of the tax system 
remains its over-reliance on specific rates for customs and excise duties. 
Income, corporate, and sales tax play lesser roles in Pakistan than in most 
comparable countries. The tax/GDP ratio in PFY 1981-82 was 13.0, extremely 

low by most standards, but, more important, a decline from recent years. 
Improvements in this area would appear crucial if the government is to main- 
tain the pace of its development program in the next few years. There is 
little leeway for reductions in current expenditures, three-quarters of which 
in this year's budget are taken up by defense and debt servicing requirements. 
Given these constraints, the authorities are likely to be increasingly hard 
pressed to mobilize adequate domestic resources to finance development 
objectives in the coming years without improved revenue collections. Continued 
reliance on nonbank financing such as small savings schemes may not be practical, 
since such deposits have proved volatile in the past and because this 
represents a diversion of scarce national savings into budgetary support 

rather than productive investment. 


BALANCE OF PAYMENTS 


International recession, low commodity prices and the effects of an overvalued 
rupee brought about a deterioration in Pakistan's balance of payments situation 
in PFY 1981-82. Export receipts declined by 17.2 percent to $2.3 billion in 
sharp contrast to the average rate of increase of 30 percent in the preceding 
three years. Volume and value of rice and raw cotton, Pakistan's principal 
exports, suffered sharp reductions. Earnings from rice exports fell by 30.9 
percent to $391 million due mainly to smaller purchases by traditional buyers 
in the Gulf. Exports of raw cotton sagged by 48.8 percent to $269 million. 





Exports of carpets declined by 29.5 percent to $160 million. Cotton yarn 
exports were slightly down, at $202 million, while cotton fabric sales rose 
16 percent to $280 million. Leather exports were also up 21 percent, at $109 
million. Pakistan's exports of refined petroleum products, mostly surplus 
fuel oil, rose 15 percent to $195 million, due entirely to higher unit prices. 
Japan emerged in PFY 1981-82 as the largest market for Pakistan's exports, 
accounting for $210 million. The next major buyer was Saudi Arabia ($183 
million), followed by the United States (‘$179 million). 


Import activity was also sluggish, due to stable international crude oil 
prices, successful import substitution (especially in wheat, sugar and 
fertilizer), a shortfall in projected foreign project aid disbursements, and 
the authorities' decision to withhold forward foreign exchange coverage for 
importers for five months following the rupee's devaluation in January, a 
decision which kept many importers from doing business for lack of a hedging 
facility. The value of imports rose only 3.5 percent to $5.8 billion. 
Petroleum imports rose 10.2 percent in value terms to $1.7 billion, represent- 
ing 30.6 percent of total imports. Other major categories included non- 
electrical machinery ($642 million), transport equipment ($397 million), 
edible oil ($334 million), iron and steel ($253 million) and electrical 
machinery ($158 million). Saudi Arabia remained the most important source of 
imports, accounting for $808 million. Other major suppliers were Japan ($672 
million), Kuwait ($520 million) and the United States ($199 million). The 
resulting trade deficit of $3.4 billion was partially offset by $2.2 billion 
in workers' remittances; however, remittance flows evidenced a slump of sorts 
in that the rate of increase, which had been of the order of 20 to 30 percent 
per year in recent years, slowed to only 5 percent. This appears to have 
been the result of the rupee's continued link to an appreciating dollar during 
the period between July and December, 1981, which resulted in a widening gap 
between official and unofficial exchange rates abroad. As more and more 
overseas workers turned to the black market, remittance flows through official 
dealers dropped precipitously. By January, 1982, the authorities responded 
by "delinking" the rupee from the dollar and moving to a managed floating rate, 
based on a basket of currencies of major trading partners. This move appeared 
to have the desired result, as remittances boomed during the next six months 
and ended the year at $2.2 billion. During 1982, the rupee depreciated 30 
percent against the dollar and, as of January 1, 1983, stood at Rs. 12.84 per 
dollar. 


The current account deficit widened by 53 percent, to $1.6 billion, equivalent 
to about 5.5 percent of GNP. Net capital inflows, though up 17 percent over 
the previous year, were still less than had been projected, in part because 

of a lower level of disbursed foreign project aid. American commercial banks 
continued during PFY 1981-82 to increase their lending to the government, 

with Bank of America, Citibank and Chemical leading a $200 million syndi- 
cation and Morgan and Chase joining with Gulf International on a $150 million 
loan, both of which were disbursed during PFY 1981-82. The overall balance 

of payments deficit was $571 million, a significant increase over the previous 
year's $124 million gap. Foreign exchange reserves declined by only $213 
million, due to arrangements withthe IMF under the second year of Extended 
Fund Facility (EFF), leaving gross holdings at about a billion dollars, 





equivalent to six weeks' imports. External public debt outstanding now 
equals about $13 billion. Pakistan's scheduled debt repayments in PFY 1981- 
82 totalled a billion dollars ($551 million in principal and $453 in 
interest), but the country also benefitted from $257 million in debt relief 
from Consortium and other lenders, thus net repayments equalled $747 million. 
The ratio of debt service to merchandise export earnings was thus 32 percent; 
however, when workers' remittances are included, the ratio was 16.5 percent. 


For PFY 1982-83, the Government is projecting an improvement in all aspects 

of Pakistan's balance of payments. Based on an estimated increase in exports 
of 12.5 percent, in imports of only about 6 percent, and in workers' remit- 
tances of 12 percent, the current account deficit would narrow to $1.3 billion. 
Pakistan again entered the Eurodollar market in PFY 1982-83, borrowing a total 
of $375 million in two loans (one for $225 million, lead managed by Bank of 
America, Chase Manhattan, Chemical, Morgan, ManufacturersHanover, Gulf 
International and Habib Bank, and another for $150 million, led by Citibank, 
American Express, Arab Banking Corporation, Lloyd's, and Manufacturers 
Hanover). These latest commercial borrowings were noteworthy in that Pakistan 
was able to negotiate significantly more favorable terms than before (payback 
over three years rather than one, at interest rates quite close to the 

London Interbank Offer Rate (LIBOR)). Assuming aid disbursements at about 
the level pledged at the June, 1982, Consortium meeting, the overall 

deficit would also narrow somewhat to $255 million. Following IMF trans- 
actions under the final year of EFF, this would result in an increase of $3) 
million in foreign exchange reserves. 


PART TWO: IMPLICATIONS FOR THE UNITED STATES 


In August, 1981, the United States and Pakistan completed negotiations on a 

$3.2 billion package of economic and military assistance which the United States 
will seek to provide Pakistan over a six-year period. The economic package 

totals $1.625 billion and takes a development-oriented approach with emphasis 

on providing balance of payments support. This is reflected in the considerable 
commodity component (PL-480 edible oil, phosphatic fertilizer, agricultural 
equipment, insecticides and contraceptives) and the substantial local currency 
cost financing in projects. The focus of the projects corresponds with the 
government ‘s new development priority sectors of agriculture, energy and social 
services. Terms of the assistance are two-thirds grant and one-third concessional 
loans. During PFY 1981-82, the United States obligated a total of $150 million, 
of which $50 million was in PL-480 financing of edible oil. For PFY 1982-83, 

the United States has pledged to contribute $250 million, including $50 million 
in PL-480, but this amount awaits congressional approval. The military assistance 
package is composed of $1.6 billion in FMS guaranteed credits to be extended over 
five years beginning in PFY 1982-83. 


Pakistan offers an expanding market for American goods and services. The United 
States has been a major supplier of agricultural products, especially wheat, 
edible oil, and tallow. Other major exports have been chemicals, fertilizers, 
industrial raw materials, machinery and transport equipment. The nature of the 
Pakistani market is changing, however, and increased domestic production of 

wheat and urea fertilizers have virtually eliminated the need for imports of these 
goods. However, there are prospects for other U.S. exports as Pakistan seeks to 





develop its infrastructure and foster import substitution and export-oriented 
industries. Good opportunities exist for sales of agricultural machinery 

and implements, vegetable oil, tallow, food processing and packaging equipment, 
chemical and petrochemical industry equipment, railroad equipment, electric 
power generation, transmission and distribution equipment, textile and 

leather machinery and equipment, telecommunications equipment, oil and gas 
field machinery, process control instrumentations, mining and extraction 
machinery, earthmoving and construction machinery, electronic industry 
production and testing equipment, analytical and scientific instruments, 

motor vehicles and equipment, hospital and health care industry equipment, 
computers and peripheral equipment including mini-computers and word pro- 
cessors. Services are another area of good opportunity for American firms, 
including airport construction, energy, communications and transportation project 
design, and engineering. 


Great importance is attached to the role of foreign private investment in 
accelerating the pace of industrial development in Pakistan. The Government 
encourages foreign investment in industries that are capital-intensive, require 
sophisticated technology, or are in export-oriented or import-substitution 
industries. Most recently, the GOP has begun emphasizing the need for joint 
ventures in agro-industrial and light engineering projects. U.S. private direct 
investment in Pakistan to date is concentrated in fertilizer projects, although 
smaller investments exist in pharmaceuticals. U.S. companies are also involved 
in oil exploration and production in Pakistan. The U.S. Overseas Private 
Investment Corporation (OPIC) is in contact with Pakistan's Investment Promotion 
Bureau with a view towards encouraging American and Pakistani joint ventures. For 
this purpose the Government recently prepared a number of industrial project 


profiles for areas in which it was felt good potential existed for joint ventures. 
Among the projects were leather tanning, pesticides, livestock and dairy 

products, food processing, deep sea fishing, surgical instruments, petro-chemicals, 
copper mining, and automobile tires and tubes. OPIC plans to lead an invest- 

ment mission to Pakistan in April 1983, composed of U.S. companies already in 
contact with potential Pakistani partners. 
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